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Currently the realty industry makes up a large portion of the country’s GDP in China, it is a 
pillar industry for the Chinese economy. A problem surfaced in the recent years, as the real 
estate prices kept raising, the public starts to concern about their ability of purchasing and 
paying mortgage. The “bubble” created by rising house prices caught the government’s 
attention but only a few precautionary actions were taken and the results does not seem 
promising. There are many influential factors affecting the market price of real estate 
properties, each factor will be mentioned and examined in this paper. 
Studies done before already explained that there is a significant relationship between 
urbanization level and realty price, urbanization could have either positive or negative effect 
on market price of real estate property. It is believed that urbanization is not the only factor 
affecting the price; CPI, GDP, Consumption level, disposable income can also potentially 
affect how realty price is set by market. Higher rate of urbanization can aid the growth of 
realty industry, but as the realty prices increases too fast, a negative effect will occur, which 
slows down the urbanization rate. 
In this paper, various models were constructed ranging from a simple pooled OLS estimation 
to more sophisticated entity and time fixed effect panel regression. Provincial data from 31 
provinces from 2005 to 2012 were collected and used in the construction of models. 
Hausman test shows that fixed effects regression model should be used and the regression 
results indicates there are significant relationship between dependent variable and 
independent variables individually and also jointly.   
The result concludes that in order to solve the realty prices problem, government could not 
simply suppressing the increases in prices; other factors must be taken into account too.  
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CHAPTER 1: INTRODUCTION 
BACKGROUND AND RESEARCH PURPOSE 
China’s growth has been exponentially increasing which can be seen as a positive outlook but 
unfortunately this extremely fast growth has also led to some major problems. One main case 
in which these problems have gone from being minor issues to quickly becoming a larger 
crisis is the current housing market. Housing prices in China have dramatically increased, 
which has led to the realty industry of China to lose a significant amount of its usual 
protection, and as the bubble expands, so does the possibility of an imminent burst. To make 
things worse, the current Chinese government has not seemed to do much to stabilize this 
issue, and I find this not only outrageous, but careless and dangerous as well. 
Housing in the traditional Chinese view represents the idea of home and the foundation of 
family stability. Every generation of Chinese families work hard towards reaching this goal 
of owning a house. The realty industry of China is a newly emerging industry since the 
economic reform and has been expanding rapidly in recent decades, becoming the largest and 
most influential piece of the current Chinese economy and GDP structure. The reason that 
realty industry makes up the largest portion of GDP is possibly due to the lack of means of 
investment in China’s financial market. The level of market sophistication in China is 
relatively low compare to the level of restrictions, which limits the investment options. Figure 
1 shows the relationship between levels of restrictions Vs. Market sophistication in numbers 
of Asian countries. When people have surplus money they would like to invest, there are not 
many choices to pick from, so real estate investment became the most desirable way to 
investment. In modern days, the idea of ownership of housing has transformed into housing 
for a certain length of time compared to owning a house for the rest of your life. This is 
because the land that the house is sitting on belongs to the government and the residents only 
have the right to live in the house and not own the land. The right to housing only acts as a 

















The definition of urbanization means the transformation of “rural” to “urban”; it is the 
process of urbanizing undeveloped areas of the country. Urbanization is part of the 12th “five-
year” growth plan; it is currently a very controversial academic research topic. Urbanizing 
undeveloped regions of the country will greatly expand the livable areas and in result 
possibly give the realty industry another boom. Urbanization is part of the strategic growth 
plan, central government will treat it as the first priority to be achieved followed by 
everything else that should either move along or fall after. There are many other influential 
factors that alter the growth and outcome of the realty industry such as gross domestic 
product (GDP), inflation, consumer consumption level, average income per capita, housing 
prices, government restrictions, taxes, and etc. The main focus of this research is to: 
I. Exams how urbanization process affects the realty industry, and if urbanization level 
is not the only factor, provide other possible influential factors.  
II. Find out how every factor affects the realty industry and housing prices, construct 
model to analyze the linkage between each variable and the realty prices, and measure the 
magnitude of effects contributed by each factor. 
III. Lastly, seek the ultimate resolution of continuous and healthy growth of the realty 














CHAPTER 2: LITERATURE REVIEW 
CURRENT SITUATION 
Currently, the housing market in China is experiencing a huge boom, or some may say a 
rather a huge bubble. Unstable housing prices are the fundamental cause of many social 
problems. There has not been a substantial amount of studies done on the relationship 
between urbanization and realty market until recent years.  
 
Jiang states that the realty market is highly impacted by the urbanization process as rapid 
growth of urbanization in China will create a huge impact on the Chinese realty industry. 
Jiang also called urbanization and the realty industry as “twin brothers”, because housing is 
the fundamental structure of urbanized areas and also is one of the the most expensive, 
essential living resources to people if not the most. (Jiang, Jin, & He, 2003) 
Zhang explained the relationship between the realty industry and urban economic growth, 
urbanization level, urban growth plan, and sustainability of urban growth. Zhang believes 
expansion of the realty industry will stimulate urban economic growth, pushing urbanization 
to a higher level, which will all lead to sustainable growth of the city and surrounding areas. 
In theory, the resulting growth in the surrounding area due to the sustainable growth should in 
turn aid the expansion of the realty industry. (Lixin Zhang 2003)   
Feng argued that even though urbanization is not the most influential factor of determining 
realty industry performance, the accelerated growth of urbanization will create an immense 
opportunity for the realty industry in China. (Feng, 2005) 
Li brought up a very unique idea of disequilibrium of urbanization process. Li stated that 
urbanization can be separated into two categories, land urbanization and population 
urbanization. (Li, 2012) 
Chen in his introduced two effects that realty investment can affect on the level of 
urbanization: multiplier effect which promotes rural labour force to shift to city and income 
effect which increases the cost of living in the city where the labour force moves to. Both 
effects together can reduce or increase the level of urbanization to some extent depending on 














Xiang & Li used linear regression and the granger causality test to analyze the relationship 
between level of urbanization and level of investment in the realty industry, the test results 
showed the two variables are correlated but increasing in urbanization is not the determinent 
factor of realty investment. (Xiang & Li, 2007) 
Yang and Hang presented an idea of the two direction effect connecting urbanization and 
realty prices. During the urbanization process, a massive number of labour and capital caused 
the realty prices to increase; but, as the realty prices increased, it has a negative effect on the 
urbanization process. When realty prices increase too fast. As Yang and Hang stated, it 
dramatically changes families’ distributions of wealth, increasing the cost of the transfer of 
surplus rural labor force, slowing down the dissolution of institutional barriers and 
reinforcing market barriers. All these are a result of the out of control realty prices that are 
continuously increasing, slowing down the urbanization process for the future generation. 
(Yang & Hang, 2007) 
Reng and Liu used dynamic economic models in his paper to link the relationship between 
realty prices and level of urbanization. The result shows as the urbanization process 
accelerates, realty prices will follow in a way of rapid increase. The results showed noticeable 
difference in elasticity across country, in the areas with high levels of urbanization, the 
elasticity levels of urbanization on realty prices were higher, and as urbanization process 
proceed, elasticity will increase respectively. (Reng & Liu, 2009) 
Luo in his paper listed six social reasons that increases the demand of real estate, and pushes 
the housing prices up. Luo used four different panel data regression models, from both linear 
and nonlinear perspectives to analyze the effect of urbanization on house prices. The results 
proved that the housing prices and urbanization level are closely and positively correlated. 
The panel data model also indicates that the urbanization level positively and significantly 
affects housing prices in local and adjacent regions; areas with greater economic growth and 
population density will experience and higher impact. (Luo, 2011) 
Cheng Uses Chengdu economic zone for example and added green area as variable for 
enviroment factor into the regression, and the result shows enviroment factor is indeed a 
















As we can see, the realty industry acts upon how urbanization is handled throughout the 
country. When it is seen as successful realty becomes much more popular and desirable to the 
point where the realty industry is having a tough time catching up. If this can be mimicked 
throughout the country, instead of urbanization being focusing on certain cities, then that 
would benefit both large and small cities. 
The realty industry in China has much work to do as this problem of increasing needs for 
housing along with population continuously grows. Finding the land for people to live no so 
much the problem as it is where the land is that they will be living. The realty industry as well 
as the Chinese government must make stronger efforts in promoting the opportunities that 
cities in the growing stages, as (Wu, 2009) put it, so the highly urbanized cities can become 
less dense and more even. Building high-rises and maybe new homes outside city limits can 
only solve so much of the problem to the point where it is avoiding the problem until the 
“bubble” bursts. Diversifying the population throughout China instead of having the main 
production in certain urbanized cities would greatly increase production for China. If this can 
be accomplished, the country will be able to thrive and offer more options to the next 
















CHAPTER 3: REAL ESTATE PRICE AND URBANIZATION 
GENERAL FACTORS AFFECTING REAL ESTATE PRICE 
Through the theory of supply and demand, the economic factor is the most direct factor 
affecting the real estate price. Usually the impact is reflected from a country or region’s 
economic growth rate, industrial structure, residents’ income level, unemployment rate, fiscal 
revenue/expenditure, money flows in the financial sector and etc. Under normal 
circumstances, good economic foundation and industrial structure, higher level of income and 
investment will lead to increased market demand, real estate prices will rise accordingly. 
Compare to the economic factor, social factor’s effects on real estate price is relatively less 
direct. And the results from changing in social factor on the real estate market usually shows 
up gradually along with the development of small aspect. Social factors’ influences are 
reflected from regional population size, city density, residents’ attainment, occupation 
structure, city development, social welfare level and etc. For example, cities with higher 
population and density will have higher housing price, population growth will increase 
demand in a way that boosts housing price. On the other hand, when population increases to a 
point that creates ecological destruction, people will chose alternative destination with better 
natural environment, thus decrease in housing price. (Chen, 2010) 
In China and most developing countries, political factor can be the most influential factor that 
affects real estate price. Government can manipulate real estate price through legislation, 
policy, and administrative means. Changing in legislation such as land laws and regulation 
can affect the real estate development; changing in fiscal and monetary policy can affect the 
market through financial sector. Just like social factor, the political factor’s effect on real 
estate market is less direct, but the market reaction could be very fast. Changes due to 
political factor such as restriction on the number of houses can be purchased and bank loan 
interest rate can very quickly change the demand, thus change the price. (Chen, 2010) 
There are also some smaller factors that affects real estate price. When a person is deciding to 
purchase a house, there are a few things to consider such as public transit, traffic condition in 
the area, living environment in the surrounding area, public living facilities, and if with 
children, education facilities can also have an impact on the property’s value. When looking 














lower floors, buildings in the inner area is more expensive compare to the building next to 
street, and units facing north-south is more expensive than units facing east-east. (Chen, 2010) 
EFFECT OF URBANIZATION ON REAL ESTATE PIRCE 
Urbanization is the process of rural population transform to urban population, greater 
population size means greater demand of housing. The basic supply and demand model tells 
us with limited supply and increase demand, the price will increase. During the process of 
urbanization, population factor has the greatest influence on the real estate price. Population 
factor includes population size, education level, and family structure. Real estate price is 
usually very high in cities with large population size and density. When population increases 
to a level that a city cannot handle, it creates ecological destruction and social problems. If a 
city becomes unlivable, people will migrate to alternative location, demand of housing will 
move from that city to the new location, and price of houses will change respectively. As 
residents average education level increases, so does the income level; increase in income 
level increases living standards and preferences so does housing prices. Family structure also 
changes during the process of urbanization; smaller families structure is replacing the 
traditional big family structure. Houses with three generations living in are slowly replaced 
by two generation living in. All of these population factors change the demand of housing, 
and price will change accordingly. (Chen, 2010) (O'Sullivan, 2011) 
Rapid urbanization can also cause social problems. Social factor includes social environment, 
urban infrastructure, and community resources. Good social environment means people are 
living happily and safely, society is safe and stable. During the process of urbanization, there 
will be a few areas in every city that contains large amount of migrant population, which 
creates security problems in those areas. Housing price is much higher in areas with good 
social environment compare to areas that is relatively unsafe. Urban infrastructure includes 
water/gas supply, transportation, post and communication facilities. Complete set of urban 
infrastructure increases the cost of realty properties thus increases the price. A community 
resource is the general name for schools, hospitals, public recreation centers, police stations, 
and markets/stores. In the area with all the basic facilities, residents’ life is more convenient, 
so housing price will be higher too. A good example for China is the school district, housing 
price in communities with school is always more expensive compare to communities that is 














Environment factor is also an important factor affecting real estate price. With increase in 
living standard and life quality, people are more concerned with the quality of the 
environment in the areas that they lived in, real estate prices is positive correlated with the 
environment factor. As mentioned earlier in this section, increase in population size and 
density can cause ecological destruction. As cities become more dense, emission level also 
increase, which causes poor air quality; as demand of housing increases, more buildings must 
be constructed in the limited space, so the green areas must be sacrificed. Communities that 
has good surrounding environment, such as private garden, have a large green area, and near 















CHAPTER 4: METHODOLOGY 
In this part, we will look at which method that we use to construct and perform tests on our 
data. Provincial data from 31 provinces from 2005 to 2012 were collected and used in the 
construction of models. All of the data for the variables in the models are obtained from 
National Bureau of Statistics of the People’s Republic of China, and all of the data ranged 
from year 2005 to year 2012. Province level data were chosen because it reflects regional 
variation.  
ENTITY AND TIME FIXED EFFECTS MODEL 
The case in which the data has both omitted variable bias that are constant over time but 
differs across entities and differs across time periods but constant across entities, then we 
need to include both entity and time fixed effects in our model. (Laosuthi, 2010) 
The entity and time fixed effects model eliminates both unobserved variables that are 
constant over time periods and constant over entities.  
The estimation of the entity and time fixed effects model is a variant of the multiple 
regression model. Therefore, the coefficient can be estimated using the Ordinary Least 
Square (OLS) by including the additional time and entity binary variables. (Stock & Watson, 
2006).  
DATA DESCRIPTION 
In this section, variables used in the model of this paper will be defined and the reason why 
they were chosen will be explained. All data were obtained from National Bureau of 
Statistics of the People’s Republic of China (http://www.stats.gov.cn). 
Price is an index value representing sales price values were calculated by total sales price of 
commercial house/total sales area, the unit for this variable is /m2 this is the dependent 
variable in the model used for this paper.  
GDPr is the portion of Gross Domestic Product, total output of goods and services, 
contributed only by realty industry during a given period of time. Now the realty industry 














variable due to the fact that it has straight forward connection to the realty price compare to 
just using GDP. 
Between the choice of choosing M2 (money supply) or CPI to represent the country’s 
inflation level, we chose CPI because M2 is a macro economic measurement, provincial level 
M2 was not provided. Consumer Price Index (CPI) is one of the indexes of measuring a 
country’s inflation level; the value of CPI represents weight of average goods in a consumer 
basket, which measure the changes in the price of goods and services. The reason why CPI 
was chosen as one of the variables is because it measures inflation level, which in a way 
reflects increases in the real estate price.  
Consumption is the average consumption level a single person spent in a year, the values are 
presented in Yuan ( ). This is the average of how much money a single person spent that 
year. This variable was chosen because it shows the spending habits for the people in the 
specific region and the higher the consumption level in a region, the likelihood of higher real 
estate price will occur.  
Income is the average income earned per person, income level reflects how wealthy the 
region is, the higher the disposable income per person, the higher chance that single person 
will purchase a house. Income level is closely related to people’s ability of paying mortgage. 
Ur represents urbanization level, one of and also the most widely accepted way of calculating 
urbanization level is use the urban population and divide it by total population. Use 
urbanization level as one of the independent variables can help us understand how much it 
affects the real estate price. 
!" = !"#$%!!"#$!"#$%& ÷ !"#$%!!"#$%&'(") 
Investment is the total amount of money realty industry invested specifically for housing 
development purpose. This includes all the money spent on land purchases, construction, 
labor, selling and administration, and etc. Investment in a way reflects developers’ 
expectation of the future return of the project invested in. Theoretically the higher the amount 
of investment, the higher the price will be. 
SA represents total selling area for houses during a year period. It is possibly one of the 
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